
r 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31  

32 

00001 2 6 2 8 5  Surrebuttal Testimony of James Schoemperlen 
Goodman Water Company 
Docket No. W-02500A-10-0382 

BEFORE THE ARIZONA CORPORATION COMMISSION 

IN THE MATTER OF THE 
APPLICATION OF GOODMAN WATER 
CORPORATION, FOR (i) A 
DETERMINATION OF THE FAIR 
VALUE OF ITS UTILITY PLANT AND 
PROPERTY AND (ii) AN INCREASE IN 
ITS WATER RATES AND CHARGES 
FOR UTILITY SERVICE BASED 
THEREON. 

DOCKET NO: W-02500A-10-0382 

Arizona Corporation Commission 
DOCKETED 

JUN 1 3  2011 

Notice of Filing 

James Schoemperlen, an Intervenor, hereby provides notice of filing Surrebutta 
testimony in the above referenced matter. 

Respectfully Submitted this 13th day of J 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

3 1  

32 

urrebuttal Testimony of James Schoemperlen 
ioodman Water Com pa ny 
)ocket No. W-02500A-10-0382 

in Original and Thirteen Copies 

If the foregoing filed this 13th day 

If June, 2011 with: 

locket Control 

irizona Corporation Commission 

1200 West Washington 

’hoenix, Arizona 85007 

:opies of the foregoing hand delivered/ 

Vlailed this 13th day of June, 2011 to: 

lane L. Rodda 

Jdministrative Law Judge 

iearing Division 

4rizona Corporation Commission 

lanice Alward, Chief Counsel 

Legal Division 

4rizona Corporation Commission 

Ayesha Vohra 

Legal Division 

Arizona Corporation Commission 

Steven M. Olea, Director 

Utilities Division 

Arizona Corporation Commission 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21  

22 

23 

24 

25 

26 

27 

28 

29 

30 

3 1  

32 

Surrebuttal Testimony of James Schoemperlen 
Goodman Water Company 
Docket No. W-02500A-10-0382 

Lawrence V. Robertson, Jr. 

Goodman Water Company 

P.O. box 1448 

Tubac, Ariizona 85646 

Lawrence Warzyniak 

39485 S. Mountain Shadow Dr. 

Tucson, AZ 85739 

Jodi A. Jerich 

Director 

Residential Utility Consumer Office 

1110 West Washington Street, Suite 220 

Phoenix, Arizona 85007 

William A. Rigsby 

Residential Utility Consumer Office 

1110 West Washington Street, Suite 220 

Phoenix, Arizona 85007 

Daniel Pozefsky 

Chief Counsel 

Residential Utility Consumer Office 

1110 West Washington Street, Suite 220 

Phoenix, Arizona 85007 



Surrebuttal Testimony of James Schoemperlen 
Soodman Water Company 
Docket No. W-02500A-10-0382 

I .- ! Y - y t \ # T  I. : i.: L.- I D ;,a 

BEFORE THE ARIZONA CORPORATION COMMISSION 

IN THE MATTER OF THE 
APPLICATION OF GOODMAN WATER 
CORPORATION, FOR (i) A 
DETERMINATION OF THE FAIR 
VALUE OF ITS UTILITY PLANT AND 
PROPERTY AND (ii) AN INCREASE IN 
ITS WATER RATES AND CHARGES 
FOR UTILITY SERVICE BASED 
THEREON. 

DOCKET NO: W-025OOA-10-0382 

SURREBUTTAL TESTIMONY OF 

JAMES SCHOEMPERLEN 

IN RESPONSE TO REBUTTAL TESTIMONY FROM M R  THOMAS J. BOURASSA ON 
BEHALF OF GOODMAN WATER COMPANY 

(RATE BASE, INCOME STATEMENT AND RATE DESIGN) 
DATED June 13th, 2011 

June 13,2011 



Surrebuttal Testimony of James Schoemperlen 
Goodman Water Company 
Docket No. W-02500A-10-0382 

LISTING OF SCHEDULES 
Schedule - A ....... Intervenor Projection of Actual Returns Based on Staff 
Adjustments 

Schedule - B ....... Intervenor Projection to get 9% average Returns Based on 
Staff Adjustments 

Schedule - C ....... Intervenor Projection of Actual Returns Based on 7.17% 
Beginning Cost of Capital after Staff Adjustments 

Schedule - D ...... Intervenor Projection of Average 7.17% Returns Based on Staff 
Adjustments 

Schedule - E ...... GWC Projection of Actual Returns Based on Staff Adjustments, 
10% starting Cost of Capital 

Schedule - F ...... GWC Projection of Actual Returns Based on Staff Adjustments - 
Ave 10% 

Schedule - G ...... GWC Returns required t o  get 9% average return on investment 

Schedule - H ...... ACC Projection of Actual Returns Based on Staff Adjustments 

Schedule - I ...... ACC Projection of Actual Returns Based on Staff Adjustments 
and 9% Average Return 

Schedule - J ...... RUCO Projection of Actual Returns Based on RUCO Adjustments 
and 7.85% cost of Capital 

Schedule - K ...... RUCO Projection of Actual Returns Based on Average 7.85% 
Return 

Schedule - L ...... Recalculation of Return on Equity Requirement 

Schedule - M ...... Recalculation of Rate Base 

Schedule - N ...... Goodman Water Company Capacity Unused 
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Schedule - 0 ...... Overall Summary 

Schedule - P ...... P15, American Water Works Association Manual of Water 
Supply Practices, Growth in Number of Customers 
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21 
41. 

22. 
42. 

23- 

43. 

24. 
44 * 

25 

Please state your name, occupation and address. 
James Schoemperlen, Corporate Controller for Sargent Aerospace in 
Tucson, my home address is 39696 S. Horse Run Drive. 
On whose behalf are you testifying? 
I am testifying on behalf of myself as an intervenor in this case. 
Please describe your educational background and professional 
experience. 
I am a Certified Public Accountant; I am the Corporate Controller for 
Sargent in Tucson which is an Aerospace Company. I have a BBA in 
Accounting from the University of Wisconsin. I have a Master's of Science 
Management from the University of Wisconsin with concentration in 
Fi na nce. 
Briefly Summarize your work experience. 
Brief summary as follows: 
As Corporate Controller for Sargent in Tucson I have prepared numerous 
analysis for large capital additions including a recent significant expansion 
for the Tucson operations and I have led our mergers and acquisitions 
efforts analyzing numerous potential targets, Prior to that I was a divisional 
controller for Walbro Engine Management in Tucson, Prior to  that I was 
controller for Lear Corporation in Janesville Wisconsin where I participated 
in a major plant expansion using robotics and was successful in obtaining 
significant funding from the state of Wisconsin for that expansion, Prior to 
that I held various Controllership positions with Motorola in Chicago IL for 
20 years and performed the analysis for major plant expansions both 
domestic and international, Prior to that I worked as an Auditor for KPMG, 

one of the largest audit firms in the world and had concentrated audit 
experience in both commercial manufacturing and health care. 
What is the scope of your testimony here? 
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45. 

26. 

46. 

I am testifying in opposition to positions taken by Mr. Bourassa in his 
rebuttal testimony on May 2,2011 on behalf of Goodman Water Company 
(GWC). 
Please summarize the areas where you have problems with positions 
taken by the Arizona Corporation Commission staff. 
I will respond mainly to  each of his comments where he indicated he had 
problems with my previous testimony using his question and answer 
numbers although my silence on issues he has raised with the testimony of 
others should not be construed as agreement with his position. In some 
cases I will respond to  issues he has raised with the testimony of others. 

Q16/A16 
Mr. Bourassa talks about Staff's reliance on the NARUC audit guidelines. 
Hear it is clear we are talking about an affiliate transferring land to GWC. 
On line 15, Mr. Bourassa states "Further, the Guidelines also state that the 
transfer of assets from an affiliate to the utility should be a t  the lower of 
prevailing market price or net book value, except as required by law or 
regulation. Mr. Bourassa states ''In that regard the commission rules 
require that assets be recorded a t  the cost to the person (or company) first 
devoting the asset to  public service. And, the cost is the cost a t  the time the 
asset is devoted to  public service. He goes on to say, "It was the Company 
who first to  (sic) devoted the land to public service and the cost to GWC is 
the cost it incurred to  acquire the land from E.C. Development. 

None of this indicates what "Commission rules for Affiliate Transactions" 
are. The NARUC Guidelines for affiliate transactions should be used. This 
means GWC needs to initially record the asset a t  the lower of E.C. 

Developments "Book Value" or the prevailing market price a t  the time of 
the transaction. The key phrase here is WHICHEVER IS LOWER. This then 
becomes GWC's cost and would be their cost a t  the time it is devoted to  
public service (i.e. the cost doesn't change, they are not allowed to  increase 
"Cost" due to appraisal a t  the time it is devoted to public service. GWC 
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needs to give us the book value on their affiliates books (EC Development) 
a t  the time of transfer so that the appropriate rate for the land can be 
developed. 

Mr. Bourassa is answering the question “ON WHAT BASIS DO YOU 
CONCLUDE THAT THE CONSTRUCITON OF 340.000 GALLONS OF STORAGE 
CAPACITY AT WATER PLANT N0.3 WAS REASONABLE AND PRUDENT? 

Page 9,Line 18 “The Company was required to make the decision in the 
2006-2007 time frame, a t  which time the Company obviously could not 
have known exactly how many customers it would have in 2009. 

In GWC’s response to  the Wawrzyniak/Schoemperlen second set of data 
requests question 2.15 where the following question was asked: 

Q. Please provide a copy of all financial analysis Goodman Water 
Company performed for construction of additions to  Goodman 
water plan, equipment and infrastructure. 

Mr. Shiner’s response was as follows: 

A. The Company has not prepared any “financial analysis” for 
construction of additions to  Goodman Water Company water plant 
other than schedules for the costs of plan additions, depreciation 
schedules, and sources of funding which have been provided. 

Mr. S liner already admitted he did not do any analysis before expansion. 
How can this be prudent? 
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Q25/A25 
In this question/answer, Mr. Bourassa goes on to say “I do not disagree 
with Mr. Scott that the Company is projected to have approximately 875 
customers by 2014 based upon data from 2004 to 2010. In that regard, 
Staff‘s historical practice is to evaluate a utility’s capacity requirements 
using a five year planning horizon as measured from the end of the test 
period .” 

This is  interesting since GWC has never prepared a five year analvsis of 
the data with projections thev indicate thev believe in. I admit that this is 
extremelv important. especiallv with a water svstem and customer base 
which is undergoing an expansion. I will put forward this type of analvsis 
later and show that it presents some very important conclusions. 

Mr. Bourassa goes on to  indicate “Labeling storage capacity as “excess” 
implies the Company acted imprudently, which it did not. Using data from 
2009 and 2010, and arguably 2008, is an after-the-fact analysis, or a form of 
“Monday morn i n g q u a r t  e r ba c k i ng .” 

I think there is a clear question regarding the “quarterbacking” that was 
done. As stated before, GWC HAS ADMITTED THAT NO FINANCIAL 
ANALYSIS WAS PERFORMED PRIOR TO EXPANSION. As I stated on page 21 
under item g., in my original testimony the following: 

“As indicated by various articles in Folder-B (i.e. Wall Street Journal etc.), 
the housing bubble had burst in 2006.” 

I think there is plenty of evidence here that GWC has acted imprudently in 
expansion of the waterworks. 

Q26/A26 
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Mr. Bourassa asks and answers, “IS PLANT FOUND TO BE PRUDENTLY 
CONSTRUCTED ALSO USED AND USEFUL? Yes. It has been the policy of this 
Commission that plant investment found to  be prudent is also deemed to 
be used and useful.” 

The corollary here is if construction is not prudent, it should not be found 
used and useful. Clearly had GWC preformed financial analysis and properly 
examined the evidence of the housing bubble bursting available in 2006, a 
prudent decision would have been not to expand. GWC was imprudent in 
not even performinR the analysis as thev admit. 

The next question is, given that there clearly is imprudent expansion, how 
do we determine what portion of the investment is imprudent? How do 
other businesses do it? Companies who are not regulated monopolies size 
their assets to  service the market appropriately and charge their customers 
a market (or fair) rate accordingly. In the Airline industry they do not put a 
Boeing 777-300 with a capacity of 550 passengers on flights between 
Tucson and Phoenix. No they put jets similar to the Canada Regional Jet 200 
with 50 seats. Obviously customers flying between Tucson and Phoenix 
would be in the range of 50 passengers and these passengers would not be 
willing to subsidize the cost of flying a 777-300. Is the 777-300 used and 
useful if it was there, well it would be functional but it would not be used 
and useful because customers have a choice (something not available in a 

monopoly). They will only pay a fair fare! Likewise, it would be 
inappropriate to consider something used and useful just because it is 
connected to the system for a water company. There should be similar 
questions for the water company to make sure the customers of a 
monopoly pay a fair fare! The most logical way to do this is evaluate 
capacity and percentage of capacity used. I will present analysis later that 
does just that. 
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Mr. Bourassa asks and answers, “WHY DOES RUCO CONCLUDE THERE IS 

EXCESS CAPACITY? RUCO believe the Company over-anticipated GWC’s 
build-out date and constructed plant to  serve the projected build out. 
However, Mr. Coley’s analysis is an after-the-fact analysis”. I would 
conclude that RUCO is correct and note that what led to  the problem is that 
GWC did no “BEFORE-THE-FACT analysis and that’s how thev had acted 
imprudentlv! As indicated previously, there was ample evidence in the 
market that it was imprudent to expand as early as 2006. 

Q35/A35 

Mr. Bourassa asks and answers in part “...Doesn’t the construction of utility 
plant typically require significant lead times .... Yes, ... the utility would have 
to start planning, engineering and permitting the new storage tank 1-2 
years before the storage capacity is needed.” 

Again, there was sufficient evidence in the market that the housing bubble 
was bursting as early as 2006 and again, GWC admits they did no analysis. 

Q47-48/A47-48 

Mr. Bourassa correctly indicates that I did not split costs appropriately for 
AlAC and the phases. Previously I did not have the information necessary to  
do the split out and I thank Mr. Bourassa for providing that information. I 
have corrected that in the information presented below and in all the 
schedules attached. 
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Calculation of Returns based on Mr. Bourassa corrections for AlAC 

Schedule - A summary, Actual Average Return at 9% on Rate base (see 
actual complete Schedule A attached for complete details. 

(Note that Summary Schedules show results only. For detail, go to 
Schedules) 

Schedule A summary information summarized below is this intervenors 
calculation of the 5 year returns based on beginning customers of 621 and 
ending with customers of 875 as projected by ACC staff and agreed to by 
Mr. Bourassa as indicated previously. As indicated earlier, GWC through 
Mr. Bourassa indicates that it is proper to forecast forward expected 
customers and this intervenor agrees. 

Other major assumptions include: 

To calculate excess capacity, I have used the detail in schedule 
N, Goodman Water Company Capacity Used (there was a small 
correction in the calculation which moved unused capacity of 
plant added in phase IV, V, Future Phase and Unplanned 
Capacity to  down to 85% from 85.8%). It should be noted that I 
now am allowing a 10% deduction for reserve capacity in the 
calculations per Mr. Bourassa's objection in Q46/A46. 

I used Schedule M for the Excess Capacity adjustments 
pursuant to  additional information received from Mr. 
Bourassa. See Schedule M for detail. It should be noted that in 
Schedule A, I am adjusting both the Rate Base excess capacity 
and related depreciation for additional capacity required as 
users are added back in to get to the 875 users a t  the end of 
2014. 
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Growth in customers over the rate period are assumed to be 

linear. 
In my calculations later, I use RUCO’s method of calculating the 

Equity Return Requirement since it gets around the biased 
results achieved with the GWC analysis and with the exception 
that I average the returns and add 50 bps to come up with an 
Equity return requirement of 8.02%, which is a full 194 bps 
above yield on a Baa/BBB-rated utility bond. As indicated by 
recent fal l  stock market trends and the flagging housing 
market, it appears that recovery and meaningful increases in 
employment may be a long time in coming, this is a very 
generous return. I also use the 40% debt equity split and 
available WlFA rates for debt to come up with an overall return 
requirement of 7.17%. Below I use overall capital rate of 9% 

however to show what happens if we use ACC Staff overall 
calculation of cost of Capital and based the startinp return on 
- 9%. See detail on Schedule - L. 
Same assumptions as ACC staff for Property Taxes, Wages 

(which I st i l l  think are too high), Purchased Power, Repairs and 
Maintenance, Office Supplies and Outside consulting. 
I have not added in the additional $40k in expense that GWC 

feels they are incurring in defense of this case. I feel that 
adjustment is arbitrary and unsupported. 

Results and conclusions: 
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621 665 712 763 875 

s.81 905-81 M.81 905.81 #KBl 

Conclusions: 

1. The calculations show that if we start with a 9% return on the adjusted rate base, the averape 
return to GWC over the rate period will balloon to 11.8% IClearlv a return not intended) 
and a t  that rate a decrease in revenue from base revenue in test year would be required of 
2.42%. 

Schedule - B summary, Intervenor Projection to get 9% average Returns 
Based on Staff Adjustments 

Schedule B summary information summarized below shows what happens to  
the rates as compared to current rates if we adjust the returns to get a 9% 
average return over the projection period. What we clearlv should be talking 
about is averape returns and not returns in vear one due to the effects of 
addition of customers over the rate period. As we can see, there are 
significant inequities b e .  GWC earns a 10.6% return in schedule a above and 
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not the 9% return intended) if we do not focus on average return over the 
rate Period. (Other assumptions the same as above.) 

s - 9 -  %,lS8 114,841 1 il9 149.64 

1.31 

85727 $57.27 . 857.27 I 85727 SS7.27 
1 

I -&I- .-- 9 . a  

I 

670 626 579 528 416 

1. If we focus on making sure the 9% return is the averape return over the uroiection return and 
not the starting return, based on my assumptions above this leads to a 8% decline in current 
rates. 

Schedule - C summary, Intervenor Projection of Actual Returns Based on 
7.1 7% Beginning Cost of Capital after Staff Adjustments 

chedule C summary information summarized below shows what happens to  the 
evenue rates required as compared to current rates if we adjust the returns to  
et a 7.17% starting return (My calculation of return required). All other 
ssumptions are the same as examples above. 
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I 

If-- 
- -t-- 

mclusions: 

1. My required return on rate base requires a 8% decrease in rates and generates an average 
return for GWC of 9.02% over the period. 

Schedule - summary, Intervenor Projection of Average 7.1 7% Returns Based 
on Staff Adjustments 

chedule D summary information summarized below shows that if we are trying 
I achieve a 7.17% average return based on my calculations of required returns 
re would actually need a 13% decrease in current rates. 
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I 

Conclusions: 

1. My required return on rate base requires a 14% decrease in rates and generates an average 
return for GWC of 7.17% over the period. 

Schedule - E summary, Shows what happens if GWC gets their request of 10% 
return on an unadjusted rate base of $2,402,221 over the build out period. 
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Conclusions: 

1. Return over the period assuming no rate base reductions (clearly there are some) would be 13% 
and require a revenue increase of 49%. Ending return of 16.8% which would continue into future 
years assuming no rate change review and no further customer growth. Clearly there would be 
future customer growth. THESE ARE RETURNS THAT ARE UNJUSTLY HIGH AND 
UNREASONABLE. 

Schedule - F summary, Shows what happens if GWC gets their request of 10% 
AVERAGE return on an unadjusted rate base of $2,298,376 over the build out 
period. 
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763 875 

528 416 

Conclusions: 

1. To get an average return of lo%, we would need to start with a return of 7.5%. The average 
return on the unadjusted rate base of 10% would require a 31% increase in revenue AND THEY 
WOULD BE EARNING 13.6% which would continue into future years assuming no rate change 
review and no further customer growth. Clearly there would be future customer growth. THESE 
ARE RETURNS THAT ARE UNJUSTLY HIGH AND UNREASONABLE. 

Schedule - G summary, Shows what happens if GWC return on unadjusted 
rate base is limited to 9% average over the rate period. Here required rates 
would have to be increased by 27%. 
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Requ&edRatelnweaseCakubt#l 27% 

I YEAR 

670, 626 579 s28 416 

Conclusions: 

1. To get an average return of 9%, we would need to start with a return of 6.7%. The average 
return on the unadjusted rate base of 9% would require a 25% increase in revenue. At  the end 
of the period GWC would be earning a t  the 12.4% rate which would continue into future years 
assuming no rate change review and no further customer growth. Clearly there would be future 
customer growth. THESE ARE RETURNS THAT ARE UNJUSTLY HIGH AND UNREASONABLE. 

Schedule - H summary-, Shows what happens if ACC return on adjusted rate 
base is adjusted to get the $700,936 in revenue requested in year one. Here 
the average return would be 11 % over the rate period and require a 22% rate 
increase. 
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ioodman Waterco 
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Conclusions: 

1. Revenue request generates an average return of 11%, 
8.2% and this would generate a rate increase of 22%. 

ed to start 

518 

rith 

416 

return of 

Schedule - I summary, Shows what happens if ACC return on adjusted rate 
base is adjusted to get an average rate return of 9% over the period on a rate 
base of $1, 739,712. 
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Ed- 

--*- 

10% 
YEAR I 

1 2 3 4 5 

12nlldolo-u/w#LI2 4a&u?QB12/31/2ou 
636,188 6Sl.264 729.414 781.661 ass.- 
n64cr 
S W  ss7,m 584,689 614,712 680.624 

104,383 l24.243 144,725 16699 215,756 

621 665 763 875 

1. Revenue request generates an average return of 9%, we would need to start with a return of 6% 
and this would generate a rate increase of 10%. 

Schedule - J summary-, Shows what happens if RUCO return on adjusted rate 
base starts at 7.85% on an adjusted rate base of $1,729,190. Here the 
average return is 10% over the period and would require a 6% reduction in 
required revenue compared to the Revenue base in the adjusted test year. 

201 l ' d f  
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876.19 
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876.19 
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7x3 I 763 

876-19 876-19 

1- 
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876.19 

13.1% 

670 626 539 528 416 

Dnclusions: 

1. If we start with the RUCO return on Rate Base requested in year one of 7.85% on the adjusted 
rate base of $1,729,190 the average return over the period is 10%. Adoption of this would 
require a 6% reduction in revenue as calculated for the adjusted test year. 

Schedule - K summary, Shows what happens if RUCO return on adjusted rate 
base is adjusted to get a 7.85% AVERAGE on an adjusted rate base of 
$1,729,190. Here the average return is 7.85% over the period and would 
require a 15% reduction in required revenue compared to the Revenue base 
in the adjusted test year. 
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Conclusions: 

1. If we start with thi 

-1 62l 666 712 763 875 

RUCO return on Rate Base requested in year one of 5.91% on the adjusted 
rate base of $1,729,190 in year one, the average return over the period is 7.85% and results in a 
reduction of income over adjusted test year of 15% 

Discussion of Appropriate Methods and summarv conclusions: 

When we talk about returns, it is important to understand exactly what we mean 
by those returns, particularly when we are dealing with a water company that has 
an expanding customer base. We have already established that one of the things 
that must be forecasted is customer growth. This is also validated as indicated on 
page 15 of the American Water Works Association manual of Water Supply 
Practices -M1, under Growth in Customers, “Growth in the number of customers 
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ierved can be projected by recognizing historical growth patterns, growth 
*estrictions, and changes in economic conditions, and by being aware of proposed 
jevelopments in the service area”. (See Schedule - P page P15 of the American 
Nater Works Association Manual of Water Supply Practices, Growth in Number of 
Sustomers attached). 

3bviously, if we are proposing a 10% return on rate base and that 10% is applied 
to a water company with AN EXPANDING CUSTOMER BASE in year one, by the 
2nd of the rate period that water company could be earning 18% with an average 
return over the period of 13%. Is this what is intended? I think this would result in 
Unfair and Unjust rate practices. I believe the intention is to develop reasonable 
rates of return over the rate period. Just as GWC has forecasted all kinds of 
2xpenses over the period so too do they need to  forecast growth in customer 
base. As we know, ACC Staff has provided a forecast and GWC has agreed to  that 
Forecast. 

Following is  a summary of where each of the parties to this rate request stand 
based on Average Returns over the rate period. 
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3.1 

4.) 

S.1 

6.) 

7.1 

'7% I 

Please note that the summary shows each of the options sorted from High to  Low 
based on average returns. #7 above shows Intervenor Schoemperlen, achieving 
average return on rate base per the cost of capital calculations with a sliding rate 
base to get around the intergenerational rate inequity issue. This shows a 
downward adjustment in test year revenue of 14%. Another important calculation 
is #5 above which shows what happens if a 9% average return is allowed on 
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sliding rate base to resolve the intergenerational rate inequity issue. This one 
assumes the ACC Staff debt/equity mix and cost of capital calculations and shows 
an 8% reduction in rates from test year revenues. Also important is the Intervenor 
RUCO #2, which shows the effect on their rate base which is similar to ACC Staff 
rate base a t  their calculated cost of capital a t  7.85% in year 1. Here the 
adjustment to test year revenue is a 6% reduction. Finally, #4 ACC Staf f  
calculations a t  a 9% average cost of capital show an increase of 10% in Test year 
revenue. What should be noted though is that GWC will be earning 12% at the 
end of the rate period and there is sti l l  a significant intergenerational rate 
inequity issue. 

One thing that should be noted is that my numbers start with a rate base that is 

applicable to  customers in year 1 and builds each year proportionally as 

customers are added as indicated in schedules M&N. 

Q441A44 

To answer Mr. Bourassa's question on unplanned capacity, if we look a t  
information on Table-2 "Adjustment for Excess Capacity" we can see that the 
GWC lot summary information only goes up to  lot 957 (lot 961 after correction for 
GWC error in double count). As previously indicated by Mr. Mark Taylor of 
Westland resources the water works were built out to 1,291 units (See p19 of my 
original testimony). Since the difference between the 1,291 and the 961 units 
(370) does not appear on the planned housing map, I can only assume it is 
"Unplanned Capacity". 

Mr. Bourassa indicates that Mr. Scott finds that 50 percent of the 530,000 gallon 
storage tank is used and useful. The corollary to  that is that 50% is not used and 
useful, I will remove all of that later in my current analysis consistent with what 
ACC Staff has done. By way of information, Mr. Scott disallowed the 50% 
deduction since as Mr. Shiner indicates, it was erroneously included in the 
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calculations since that upsized tank was part of the planning for ECR-West (this is 
the new planned subdivision West of Oracle road which did not materialize (see 
A27, line 14, page 13 of Mr. Shiners rebuttal testimony. One wonders what other 
items GWC erroneous included in these calculations). ECR-West was designed for 
420 residential lots and about 27 acres of commercial development. This is no 
doubt how Mr. M. Olea, Director Utilities division and Mr. Marlin Scott, Jr. 
concluded that the ECR water works was built out for 1,800 customers. 

Mr. Bourassa is correct that my approach to excess capacity is different from that 
of Mr. Scott. Mr. Scott assumes that if a piece of equipment is connected to the 
system and delivering service, the entire item is considered used and useful. 
There is no consideration given to the capacity the system was designed for and 
the corresponding cost. Obviously, if you're going to design a system for 105 
housing units (the total number of housing units in Phase IV-6, IV-C, Future Phase 
and Unplanned Capacity are 741 units, 105 is the portion currently built out see 
Table -2 Adjustment for Excess Capacity) that design is going to be a lot different 
than something designed for 741 housing units. since 105 housing units is what 
was connected, 105/741= 14.2% used or 85.8% unused or excess capacity. We 
need a fair way to  scale the portion of the expenditure used and useful to the 
current rate payers. The only fair way to do that is through the proportion 
analysis I have used. If we don't do this, there will be significant intergenerational 
rate inequity (i.e. current users paying for future users capacity requirements). 

Mr. Bourassa states in part, "...Mr. Schoemperlen appears to  have no 
accommodation of reserve capacity necessary for customer growth". Mr. 
Bourassa failed to recognize that I did not attempt to adjust for the build out 
excess capacity between 1,800 Units and 1,291 units (1,800-1,291=509, 
509/1,800 = 28.2%, see appendix - A, ACC 1800 Units.Pdf attached). Where 
elsewhere in the analysis respondents are using 10% for reserve, I have built in 
28.2%. In the calculations I have presented above however I re-calculated to  do a 
more direct adjustment although I believe it is excessively generous to GWC. 
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Other General comments on Mr. Bourassa Rebuttal 

1. P213, P50 of Mr. Bourassa Cost of Capital calculation, Q68/ A68. Mr. 
Bourassa needs to understand that we are asking him to change his equity 
structure. The actual return is 9% as follows: 

Clear 
1,729,190 x 

0.6 = 

1,037,514 * 
_-_____-----______-- 

0 i t e m s  

Equity should be reduced, debt should be increased. Rate payers should not 
have to pay for GWC inappropriate capital structure. I am surprised that 
Mr. Bourassa does not understand what is going on here, these are basic 
f i na nce pri nci pa Is. 

2. P214, P51 of Mr. Bourassa. Q70 / A70 line 5. All Mr. Bourassa's adjustments 
indicate he hasn't properly adjusted for "Less Debt" if the calculations 
above get to a lower total cost of capital. 

3. P217, Line 16, Q74, A74 Mr. Bourassa questions will Goodman Water have 
sufficient earnings to pay dividends .... In his calculations, he does not adjust 
the equity capital down. It would be GWC's choice if they don't want to do 
an equity buyback but they should operate with an efficient capital 
structure. 

4. P225, Q85, A85. line 1, WIFA loans were not pursed. A lot of other utilities 
can deal with the restrictions, why can't GWC. 
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5. P225 Q87, A87. They don’t site any credible debt proposals from other 
companies. Debt rates were lower. Who advised company that premium of 
150 to  200 basis points were required? 

6. P234 Q98 A98, debt structure. As Mr. Bourassa indicated in his previous 
testimony, the stocks in his sample had a debt / equity structure of about 
50/50 debt vs. equity. 

7. P236 Q100/A100, Mr. Bourassa says his calculations show that the rate is 
confiscatory but this is because he hasn’t made the debt for equity 
adjustment suggested. Later he goes over a number of calculations where 
he is trying to prove the same thing but again has not made the 
adjustment. 

8. P237 & 238 Q103/A103, Q104/A104. All of these calculations are pure 
fiction. Mr. Bourassa should realize that he needs to  reduce equity. 

Q12 / A12, Mr. Shiner indicates all the things that need to be considered 
but as we documented previously GWC has indicated no financial analysis 
was done before beginning a phase. Also indicated previously, there was 
ample evidence that the housing bubble had burst in 2006. Q22/A22 Mr. 
Shiner indicated it was 2008 when the housing market stated collapsing. As 

I stated on page 2 1  under item g., in my original testimony the following: 

“As indicated by various articles in Folder-B (i.e. Wall Street Journal etc.), 
the housing bubble had burst in 2006.” 

9. Q28 A28, Mr. Shiner states that GWC originally included the cost of ECR- 
West. One wonders what else was included that shouldn’t have been? 

10. Q44/A44, Mr. Bourassa is questioning what “Unplanned Capacity” is. To 
answer Mr. Bourassa’s question on unplanned capacity, if we look a t  
information on Schedule-N “Adjustment for Excess Capacity” we can see 
that the GWC lot summary information only goes up to lot 957 (lot 961 
after correction for GWC error in double count). As previously indicated by 
Mr. Mark Taylor of Westland resources the water works were built out to 
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1,291 units (See p19 of my original testimony). Since the difference 
between the 1,291 and the 961 units (370) does not appear on the planned 
housing map, I can only assume it is “Unplanned Capacity”. 

11.P174, P 1 1  of Mr. Bourassa Cost of Capital calculation.Q18/A18, Line 4. Mr. 
Bourassa seems not to  understand a weighted cost of capital approach due 
to the debt / equity mix. Here he indicates that return on equity is 5.87% 
while cost of capital is 8%. Again, this is only happening because he hasn’t 
adjusted to  the 60% equity, 40% debt. He then describes the debt/equity 
split as “Results Oriented”. Mr. Bourassa is totally ignoring that his sample 
stocks had a 50% split between debt and equity. We have been generous 
here by only using a 60% / 40% split. The approach is not “Results 
Oriented” a t  all. 

12. Q95/A95, Mr. Bourassa questions how I arrived a t  the 8% cost of equity 
capital and then answers his own question by pointing out that I used his 
calculations (which he threw out because it was showing returns of 7% to 
7.4% -that would be a “Results Oriented Approach”). I used his calculations 
previously since he made no effort to include those results in calculation of 
his cost of equity. Again, I strenuously object to the sample that Mr. 
Bourassa has used since we have already proved that this sample 
outperforms the entire Dow Jones U.S. Water Utility Index for the last 5 
years (See Chart B in my original Direct Testimony). Regardless of all the 
numerous calculations he makes and endless attempts to justify different 
ways of performing cost of equity calculations he has a basic underlying 
flaw that none of that can cure. That flaw is that the SAMPLE IS BIASED. A 
stock sample purported to produce unbiased results cannot start  with a 
sample of stocks that out-perform the entire stock index he is trying to 
measure. This should have been one of the first things he checked. He 
indicates that ACC has accepted this in the past but in the past the sample 
may have been representative of the market. We will never get rates 
representative of the market this way. There’s a good euphemism that 
applies here, “Garbage in - Garbage out”. Even Mr. Bourassa indicates in a t  
least three places in his original testimony that rates from the sample 
selected are not good comparisons to GWC’s rates (see Mr. Bourassa 
testimony, Q6/A6 line 25-26, Q22/A22, Q29/A29). 
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Enough with Mr. Bourassa’s calculations and endless attempts a t  
justification. Since he doesn’t like my approach, I have tried another. 

Upon review of RUCO’s method of calculations and UNBIASED SELECTION 
OF STOCKS, I believe they have performed a good straight forward and 
analysis of the cost of equity capital and I agree with their analysis. For my 
calculations, there is no value in recreating yet another set of calculations 
and I therefore use RUCO’s method of calculating the Equity Return 
Requirement since it gets around the biased results achieved with the GWC 
analysis and with the exception that I average the returns and add 50 bps 
to  come up with an Equity return requirement of 8.02%, which is a full 194 
bps above yield on a Baa/BBB-rated utility bond. As indicated by recent 
vacillating stock market trends and the flagging housing market, it appears 
that recovery and meaningful increases in employment may be a long time 
in coming, and therefore this is a very generous return. See schedule L, re- 
calculation of cost of Equity. 

Followinn are the Detail Schedules of the Summaries above which contain 
all the calculations. 



Goodman Water Co 
Intervenor Projection of Actual Returns Based on Staff Adjustments 

celculared 
ynwuie  - A 

fictual A v e r a m u r n  at 9% o n Rate Base 

Revenue 
Base Revenue at 621 customers par Adj Test Yr. 
Total cost** 

Net Operating Income -After Taxes (Before Interest) 

Net Rate Base' 

Total Customers 

Average Revenue per Customet 

Return on Rate Base 

I of Returns 

Average Annual Return 

Unused Capacity 

Base Additon 

Depreciation Addition 

Revised Required Operating lnmme 
Operating Expenses 
Taxes 
Depreciation 
Operating Revenue 

Operating Expenses (Before Taxes E interest) 
interest Expense 
Income Before Taxes 
State Tax Expense 
Pre Tax Federal Income 
Federal Taxes 

2.42% 

I YEAR I 
1 2 3 4 5 

12/3111010-12/31/201212/31/2013- 
562,506 602,362 644,935 691,131 792.581 

576.464 
443,955 

118.552 

466,305 492,010 

136,057 152,924 

520,473 

170,658 

582,978 

209,603 

621 

905.81 

787.794 

665 712 

905.81 905.81 

10.0% 10.7% 

763 875 '" 7.10% 

905.81 905.81 

11.0% 11.8% 

1,291 Total Capacity per Engineer 
578,003 Total excess capacity Rate Base remov 

26,774 Total Depreciation Removed for Exces: 

626 579 

37,958 78,505 

1,758 3,636 

528 

122,502 

5.674 

416 

219,124 

10,150 

Cost of Cap MI. 
Excess Capadty 
S 118,551.53 
$ 244,143.00 
S 15,935.27 
S 183,876.32 
S 562,506.12 

5 440,91384 S 454.68753 S 469,63344 5 502,45585 
S 65.22778 9 65.22778 S 65.22778 S 65,22778 b 65.22778 
S 69,259 02 96,220 01 125,019 25 156,269 48 224,897 46 
S 4.82735 9 6,70653 S 8,71384 S 10.89198 S 15,67535 
S 64,43166 9 89,51347 S 116,30540 $ 145,37750 S 209,22211 
$ 11,10792 S 18,684.58 $ 28,M)911 $ 39,94723 S 64,84662 

Plant and Equipment supports 825 customers 
** Assume total cost per GWCTest Year Adjust w/ adjust for reasonable Prop tax and Wages, Fued J Variable per below 

'"Required Compound Growth Rate in Customers to get from 621 to 872 by 2014 

Fixed 

Variable 

Variable 
Variable 
Variable 
Variable 

Fixed 

Fixed 
Variable 
Fixed 
Variable 
Fixed 

Salaries and Wages 
Purchase Water 
Purchased Power 
Chemicals 
Repairs and Maintenance 
Office Suppller and Expanse 
Outslde Services 
Water Testing 
Rents 
Transportation Expenses 
Insurance -General Liability 
Insurance -Health and M e  
Regulatory Commission Expense -Rate Case 
Miscellaneous Expense 
Depreciation Expense 
Taxes Other Than lnmme 
Property Taxes 
Cost before Taxes 
Variable/Fued % 

Variable Income Taxes 
Total Expenses before interest 

Eukrimw 
15% 5woo up to 50.000 
25% 25000 50,001 to 75,000 
34% 25000 75,001 to 100,Mx) 
39% 100.001 to 335,000 
34% 335,001 to IO,O00,000 

Eked Yadw 
S 40,000.00 S 40,000.00 

S 27,066.00 

5 7,746.00 
9 14,85500 
$ 102,925.00 
S 1,215.W 

S 27,06600 

S 7,74600 
$ 14,855.00 
S 102,925.00 
$ 1,215 00 

S 9,669.00 S 9,669 00 

s 20,00000 s 20,000 00 
s 378 00 9 37800 
S 183,87632 $ 183,87632 
S 2,98800 $ 2,98800 
$ 17,301.00 $ 17,301.00 
S 428,019.32 S 270,&46.32 S 157.173.00 

63.3% 36.7% 

$ 15,935.27 S 15,935.27 
$ 443,954.59 S 270,846.32 S 173,108.27 

7500 
6250 
8500 

91650 

St.teTuRlte 
6.97% 

4/16/2011 



Goodman Water Co 
Intervenor Projection to get 9% average Returns Based on Staff Adjustments 
Required Ratt-pec- blculated - 
M u l e  - B 
Mitial Return to Pet 9% Aver= 

Revenue 
Base Revenue at 621 customers per Adj Test Vr. 
Total Cost** 

Net Operating Income -After Taxes (Before Interest) 

8% 
I YEAR 1 

1 2 3 4 5 

-12/31/2011Iu31/2o12u/3112o1312A1/2o14 
532,362 570,082 610,374 654,094 750.108 

576,464 
436,204 455,241 477.855 504,454 564,608 

96,158 114,841 >27  Gl9 149,641 185,501 

Net Rate Base' 

712 

857.27 

9.2% 

875 '" 7.10% 763 

857.27 857.27 

9.6% 10.4% 

621 

857.27 

665 

857.27 

8.5% 

1,291 Total Capacity per Engineer 
578,003 Total excess capacity Rate Bare remov 

26,774 Total Depreciation Removed for Exces: 

Total Customers 

Average Revenue per Customer 

Return on Rate Base 

I of Returns 

Average Annual Return 

Unused Capacity 

Base Addition 

Depreciation Addition 

678,659 

626 

37.958 

1,758 

579 528 416 

78,505 122,502 219,124 

3,636 5,674 10,150 

cort of cap Adj. 
Excess cap* 
S 96,158.46 
S 244,143.00 
S 8,184.70 
S 183,876.32 
S 532,362.48 

Revised Required Operating Income 
Operating Expenses 
Taxes 
Depreciation 
Operating Revenue 

S 440,91384 S 454,68753 d 469,63344 S 502,45585 
S 65,22778 S 65.22778 S 65,22778 5 65.22778 S 65,22778 
S 39,115 38 63,940 59 90,458 42 119,233 10 182,424 54 
f 2,72634 S 4,45666 $ 6,30495 S 8,31055 $ 12.71499 
$ 36,38904 $ 59,48393 $ 84,15347 S 110,92255 $ 169,70955 
5 5,45836 S 9,87098 5 16.86218 S 26,50979 $ 49,43672 

Operating Expenses (Before Taxes & Interest) 
Interest Expense 
lnmme Before Taxes 
State Tax Expense 
Pre Tax Federal inmme 
Federal Taxes 

Plant and Equipment supports 825 customers 
** Assume total cost per GWC Test Year Adjust w/ adjust for reasanable Prop tax and Wages, Fixed / Variable per below 

'"Required Compound Growth Rate in Customers to get from 621 to872 by 2014 

Fixed 

Variable 

Variable 
Variable 
Variable 
Variable 

Fixed 

Fixed 
Variable 
Fixed 
Variable 
Fixed 

Ekd  YaCkbJs 
S 40,000.00 S 40,000.00 

S 27,066.00 S 27,066.00 

Salarles and Wages 
Purchase Water 
Purchased Power 
Chemkals 
Repairs and Maintenance 
Office Supplier and Expanse 
Outside Services 
Water Testing 
Rents 
Transportation Expenses 
Insurance -General Liability 
Insurance -Health and bfe 
Regulatow Commission Expense ~ Rate Case 
Miscellaneous Expense 
Depreciation Expense 
Taxes Other Than lnwme 
Property Taxes 
Cost before Taxes 
VariabklFixed % 

S 7.746.W 
$ 14,855.00 
S 102,925.00 
S 1,215.00 

$ 7,746.00 
S 14,855.00 
S 102,925.00 
$ 1,215.00 

S 9,669W S 9.66900 

$ 20,00000 s 20,00000 
s 378 00 s 37800 
S 183,87632 S 183,87632 
$ 2.98800 S 2.988 00 
$ 17,30100 S 17,30100 
$ 428,01932 S 270,84632 S 157,17300 

63.3% 36.7% 

Variable lnwme Taxes 
Total Expenses before Interest 

$ 8,184.70 $ 8,184.70 
S 436,204.02 S 270,846.32 S 165,357.70 

F.admmw 
15% 50000 Up to 50,000 
25% 25OW M.001 to 75,000 
34% 25000 75,001 to 100.000 
39% 100.001 to 335,000 
349( 335,Wl to 10,OW.OW 

7500 
6250 
8500 

91650 

staws&& 
6.97% 

4/16/2011 



Goodman Water Co 
intervenor Projection of Actual Returns Based on 7.17% Beginning Cost of Capital after Staff Adjustments 
Required I; 2ecreasq Calculated 

Schedule - c 
&rape Return at 7.17% with a d i w  rate base 

Revenue 
Base Revenue at 621 customers per Ad] lest Yr. 
Total Cost** 

Net Operating Income - After Taxes (Before Interest) 

Net Rate Base* 

Total Customers 

Average Revenue per Customer 

Return on Rate Base 

E of Returns 

Average Annual Return 

Unused Capacity 

Base AddRion 

Deprecktion Addition 

Revised Required Operating income 
Operating Expenses 
Taxes 
Depreciation 
Operating Revenue 

Operating Expenses (Bofore Taxes & Interest) 
Interest Expense 
lnwme Bofore Taxes 
State Tax Expense 
Pre Tax Federal Income 
Federal Taxes 

Fixed 

Variable 

Variable 
Variable 
Variable 
Variable 

Fixed 

Fxed 
Variable 
Fixed 
Variable 
Fixed 

Variable 

8% 

1 2 3 4 5 

530,197 567,763 607,891 651,434 747.057 

435,751 454,541 476,896 503,303 563,288 

94,446 113223 130,995 148,131 183,769 

12/31/201012/31Ao1112/311201212131/201312/3112014 

576,464 

621 

853.78 

670,563 

670 

665 712 

853.78 853.78 

8.4% 9.1% 

763 

853.78 

9.5% 

875 ''I 7.10% 

853.78 

10.4% 

626 579 

37,958 78,505 

1,758 3,636 

528 

122,502 

5.674 

416 

219,124 

10.150 

1,291 Total Capacity per Engineer 
578,003 Total excess capacity Rate Base remw 

26,774 Total Depreciation Removed for Excess 

con of cap Adj. 
EX- Opacny: 
$ 94,446.05 
$ 244,143.00 
S 7,73157 
$ 183,876.32 
$ 530,196.94 

$ 440,91384 $ 454.68753 $ 469,63344 $ 502.45585 
$ 65.22778 $ 65.22778 $ 65,22778 $ 65.22778 $ 65.22778 
$ 36,949 84 61,621 61 87,975 55 116,572 38 179,373 26 
S 2,57540 $ 4,29503 $ 6,13190 $ 8.12509 S 12,50232 
$ 34.37444 $ 57.32659 $ 81,843 66 $ 108,44728 $ 166,87094 
$ 5,15617 $ 9,331 65 $ 16.07684 5 25,54444 $ 48.329 67 

Plant and Equipment supports 825 customers 
** Assume total cost per GWCTest Year Adjust w/ adjust for reasonable Prop tax and Wages, Fued / Variable per below 

'*'Required Compound Growth Rate in Customers t o  get from 621 to 872 by 2014 

Salaries and Wages 
Purchase Water 
Purchased Power 
Chemicals 
Repairs and Maintenance 
Offke Supplles and Expanse 
Outside Services 
Water Testing 
Rents 
Transportation Expenses 
insurance -General Liability 
Insurance -Health and Life 
Regulatory Commission Expense -Rate Case 
Miscellaneous Expense 
Depreciation Expense 
Taxes Other Than lnwme 
Propew Taxes 
Cost before Taxes 
Variable/Flxed % 

Income Taxes 
Total Exwnses before Interest 

EutdIus 
15% 50000 Up to 50,ooO 
25% 25000 50,001 to 75,000 
34% 25WO 75,001 to 100,OOO 
39% 100.001 to 335,000 
34% 335,001 to 10,000,000~ 

7500 
6250 
8500 

91650 

Eiaep Yxws 
40,000.00 $ 40,000.00 

27,066.00 $ 27,066.00 

S 7,746.00 
$ 14,855.00 
$ 102,925.00 
$ 1,215.00 

$ 7,746.00 
$ 14,855.00 
$ 102,925.00 
$ 1,215.00 

$ 9,669.00 $ 9,669.00 

$ 20,00000 s 20,000 00 
$ 378 00 $ 37800 
$ 183,87632 $ 183,87632 
S 2,98800 5 2,98800 
5 17,301.00 $ 17,301.00 
$ 428,019.32 $ 270,846.32 $ 157.173.00 

63.3% 36.7% 

S 7.731.57 $ 7,731.57 
$ 435,750.89 $ 270.846.32 $ 164,904.57 

smG%&te 
6.97% 

4/16/2011 



Goodman Water Co 
Intervenor Projection of Average 7.17% Returns Based on Staff Adjustments 
Required Rate Calculated 14% 

I YEAR Schedule - D I 
Return at 7.17% with adiusted rate base 1 2 3 4 5 

Revenue 
Base Revenue at  621 customers per Ad] Test Yr. 
Total Cost** 

Az&LzUQ12/31/201112/31/2012 
498,047 533,335 571,030 

576,464 
429,024 446,604 465.383 

lz&LZQu12131/2014 
611,932 701,757 

487,930 543,695 

Net Operating Income - After Taxes (Before Interest) 69,023 86.731 105,647 124,002 158,062 

Net Rate Base' 

Total Customers 

Average Revenue per Customer 

Return on Rate Base 

I of Returns 

Average Annual Return 

Unused Capaciw 

Base A d d i i n  

Depreciation Addaion 

Revised Requlred Operating Income 
Operating Expenses 
Taxes 
Depreciation 
Operating Revenue 

Operating Expenses (Before Taxes & Interest) 
interest Expense 
Income Before Taxes 
State Tax Expense 
Pre Tax Federal Income 
Federal Taxes 

Fixed 

Variable 

Variable 
Variable 
Variable 
Variable 

Fixed 

Fixed 
Variable 
Fixed 
Variable 
Fixed 

Variable 

621 

802.01 

543,466 

670 

Cod Of Cap Adi. 
Excess Clpaclq 

S 69,023.33 
$ 244,143.00 
S 1.004.36 

665 712 

802.01 802.01 

6.4% 7.4% 

763 

802.01 

8.046 

875 ' W  7.10% 

802.01 

8.9% 

626 579 

37,958 78.505 

1.758 3,636 

528 

122,502 

5,674 

416 

219,124 

10,150 

1,291 Total Capacity per Engineer 
578.003 Total excess capacity Rate Base remov 
26,774 Total Depreciation Removed for Exces: 

S 440,91384 S 454.68753 $ 469,633A4 S 502,45585 
S 65.22778 S 65.22778 S 65.227.78 5 65.227.78 $ 65,22778 
f 4.799 91 27,193 75 51,114.44 77,070 94 134,07344 
S 33455 S 1.89540 $ 3,56268 S 5.37184 S 9,34492 
S 4,46536 $ 25,29835 S 47,55177 S 71,69909 $ 124,72852 
s 66980 s 3.79475 $ 7,13276 12,92477 $ 31,894 12 

Plant and Equipment supports 825 customers 
** Assume total cost per GWC Test Year Adjust w/ adjust for reasonable Prop tax and Wages, Fixed I Variable per below 

'"Required Compound Growth Rate in Customers to get from 621 to 872 by 2014 

Salaries and Wages 
Purchase Water 
Purchased Power 
Chemicals 
Repairs and Maintenance 
Office Supplies and Expanse 
Outside Services 
Water Testing 
Rents 
Transportation Expenses 
insurance - GeneraMiability 
insurance -Health and Life 
Regulatory Commission Expense - Rate Case 
Miseelhnwus Expense 
Deprecmtion Expense 
Taxes Other Than Income 
Property Taxes 
Cost before Taxes 
Variable/Flxed % 

Income Taxes 
Total Expenses before Interest 

Edsmass 
15% 50000 Up to 50,000 
25% 25000 50,001 to 75,000 
34% 25000 75,001 to 100,000 
3% 100,001 to 335.000 
34% 335,001 to 10,000,000 

7500 
6250 
8500 
91650 

f 

s 

Eke$ Yadabk 
40,000.00 $ 40,000.00 

27,066.00 S 27,06600 

S 7,746 00 
S 14,855 00 
S 102,92500 
S 1,21500 

s 9,669.00 s 9,669 00 

S 7,746.00 
$ 14,855.00 
$ 102,925.00 
$ 1,215.00 

s 20,00000 s 20.000 00 
s 378 00 s 37800 
S 183.87632 S 183,87632 
S 2,98800 5 2,98800 
S 17.301.00 S 17,301.00 
$ 428,019.32 S 270,846.32 $ 157,173.00 

63.3% 36.7% 

S 1,004.36 S 1,004.36 
S 429,023.68 $ 270,846.32 $ 158,177.36 

sutcmhk 
6.97% 

4/16/2011 



Goodman Water Co 
GWC Projection of Actual Returns Based on Staff Adjustments, 10% starting Cost of Capital 

ired Rate Increase Calculated 49% 

Revenue 
Base Revenue at 621 customers per Adj Test Yr. 
Total Cost** 

Net Operating Income - After Taxes (Before Interest) 

Net Rate Base’ 

RATE BASE PER GWC 

0.10 Total Customers 

Average Revenue per Customer 

Return on Rate Base 

I of Returns 

Average Annual Return 

Unused Capacity 

Base AddRimn 

Depreciation Addition 

Operating Expenses (Before Taxes & Interest) 
Interest Expense 
Income Before Taxes 
State Tax Expense 
Pre Tax Federal Income 
Federal Taxes 

I YEAR I 
1 2 3 4 5 

857,176 917,910 982,785 1,053,181 1,207,776 
-12/31/2011-12/31/201312/31/2014 

576,464 
626,700 659,231 691,677 726,883 804,200 

230,476 258,678 291,108 326,297 

621 665 712 

1,380.32 1,380.32 1,380.32 

10.8% 12.1% 

763 

1,380.32 

13.6% 

875 la’ 7.10% 

1,380.32 

16.8% 

1,510,136 

626 5 79 528 416 

$ 507,76100 S 519,04916 $ 531,10697 S 544,19097 S 572.92448 
$ 35,69600 S 35,69600 $ 35,69600 $ 35,69600 $ 35.69600 
8 313,719 00 363,164 73 415,981 75 473.293 84 599,155 69 
S 21,86621 S 25,31258 S 2499393 $ 32.98858 $ 41,761 15 
$ 291,85279 $ 337,85214 $ 386,98782 5 440,305 26 $ 557,39454 
$ 97,07259 $ 114,86973 $ 131,57586 S 149,70379 $ 189,51414 

Fixed 

Variable 

Variable 
Variable 
Variable 
Variable 

Fixed 

Fixed 
Variable 
Fixed 
Variable 
Fixed 

Plant and Equipment supports 825 customers 
**  Assume total cost per GWC Test Year Adjust w/ adjust for reasonable Prop tax and Wages, Fixed / Variable per below 

‘”Required Compound Growth Rate in Customers to get from 621 to 872 by 2014 

Variable 

Salaries and Wages 
Purchase Water 
Purchased Power 
Chemicals 
Repairs and Maintenance 
Offie 5uppller and Expanse 
Outside Services 
Water Testing 
Rents 
Transportation Expenses 
Insurance -General Liabilw 
lnsurante -Health and H e  
Regulatory Commission Expense - Rate Case 
Miscellaneous Expense 
Depreciation Expense 
Taxes Other Than Income 
Property Taxes 
Cost before Taxes 
VariablelFixed % 

InwmeTaxes 
Total Expenses before Interest 

EcddJaw 
15% 50000 Up to 50,000 
25% 25000 50,001 to 75,000 
34% 25000 75.001 t o  100,000 
39% 100,001 to 335,000 
34% 335,001 to 10,000,OW 

7500 
6250 
8500 

91650 

1,291 Total Capacity per Engineer 
578,003 Total excess capacity Rate Base remov 

26,774 Total Depreciation Removed for Exces: 

!&id YUMk 
S 40,000.00 $ 40,000.00 

$ 27,642.00 

S 7,746.00 
S 14,855.00 
$ 102,925.00 
5 2,783.00 

$ 27,642.00 

$ 7,746.00 
$ 14,855.00 
$ 102,925.00 
S 2,783.00 

9.66900 S 9,66900 

$ 40,00000 $ 40,00000 

S 241,47400 S 241,47400 
S 2,98800 $ 2,98800 
S 17,30100 $ 17,30100 

507,76100 S 348,44400 $ 159,31700 
68.6% 31.4% 

s 378 00 $ 37800 

$ 118,938.80 S 118,938.80 
$ 626,699.80 S 348,444.00 $ 278,255.80 

StltcTlrRltc 
6.97% 



Goodman Water Co 
GWC Projection of Actual Returns Based on Staff Adjustments - Ave 10% 

Fhedule - F 
Required Rate Increase Calculated 33% 

I YEAR I 
Revenue 
Base Revenue at 621 customers per Adj Test Yr. 
Total Cost" 

1 2 3 4 5 

768,522 822,974 881,140 944,255 1,082,861 

588,355 618,313 650,313 6U.838 755.982 

12/311101012/31/2011-12131/2013~ 

576,464 

Net Operating Income -After Taxes (Before Interest) 180.167 204,662 230,827 259,417 326,879 

Fixed 

Variable 

Variable 
Variable 
Variable 
Variable 

Fixed 

Fixed 
Variable 
Fixed 
Variable 
Fixed 

Variable 

Net Rate Base' 

RATE BASE WR GWC 
Total Customers 

Average Revenue per Customer 

Return on Rate Base 

of Returns 

Average Annual Return 

Unused Capacity 

Base Addition 

Depreciation Addition 

Revised Required Operatmg Income 
Operating Expenses 
Taxes 
Depreciation 
Operating Revenue 

Operating Expenses (Before Taxes & Interest) 
Interest Expense 
Income Before Taxes 
State Tax Expense 
Pre Tax Federal Income 
Federal Taxes 

621 665 712 763 

1,237.56 1,237.56 1,237.56 1,237.56 - 8.5% 9.6% 10.8% 

1,201,951 

875 "' 7.10% 

1,237.56 

13.6% 

670 

Con of Cap Adj. 
EXWS capacity 

$ 180,166.58 
$ 266,287.00 
S 80.59445 

626 579 528 416 

$ 507,76100 $ 519,04916 5 531,10697 S 544,19097 S 572.92448 
S 35,69600 $ 35,69600 $ 35,69600 S 35,69600 S 35,69600 
$ 225,065 02 268,229 31 314,336 61 364,367 94 474,240 67 
$ 15.68703 $ 18,695 58 S 21,901)26 $ 25,39645 $ 33,05457 
$ 209,37799 $ 249,53373 $ 292,42735 S 338,97150 S 441,18610 
$ 64,90742 $ 80.56815 $ 97,29667 $ 115.25031 $ 150,00327 

Plant and Equipment supports 825 customers 
** Assume total cost per GWC Test Year Adjust w/ adjust for reasonable Prop tax and Wages, Fixed / Variable per MOW 

'"Required Compound Growth Rate In Customers to get from 621 to 872 by 2014 

Salaries and Wages 
Pumhase Water 
Purchased Power 
Chemlcalr 
Repairs and Maintenance 
Office Supplies and Expanse 
OutsMe Services 
Water Testing 
Rents 
Transportatwn Expenses 
Insurance -General babi lw 
Insurance -Health and bfe 
Regulatory Commission Expense - Rate Case 
M i x e l h e o u r  Expense 
Depreclation Expense 
Taxes Other Than Income 
Property Taxes 
Cost before Taxes 
VariablelFixed % 

Income Taxes 
Total Expenses before Interest 

.EstdmH 
15% 50000 Up to 50,000 
25% 25000 50,001 to 75,000 
34% 25000 75,001 to 100.000 
39% 100.001 to 335.m 
34% 335,001 to 10,000,000 

7500 
6250 
8500 

91650 

1,291 Total Capacity per Engineer 
578,003 Total excess capacity Rate Base remov 

26,774 Total Depreciation Removed for Exces! 

wdlk 
40.0W.00 $ 40,000.00 

27,642.00 $ 27.M2.00 

$ 7.746.00 
$ 14,855.00 
$ 102,925.00 
$ 2,783.00 

9,669.00 $ 9,669.00 

$ 7,746.00 
$ 14,855.00 
$ 102,925.00 
$ 2.783.00 

$ 40,000.00 $ 40,000.00 
$ 378.00 $ 378.00 
$ 241,474.00 $ 241,474.00 
S 2,988.00 $ 2,988.00 
$ 17,301.00 $ 17,301.00 
$ 507,761.00 S 348,444.00 $ 159,317.00 

68.6% 31.4% 

$ 80.594.45 $ 80,594d5 
$ 588,355.45 $ 348.444.00 $ 239,911.45 

s&wm&ts 
6.97% 

4/16/2011 



Goodman Water Co 
GWC Returm required to get 9% average return on investment 
Require tcrease Calculated 27% 

I YEAR I 
1 2 3 4 5 

Fixed 

Variable 

Variable 
Variable 
Variable 
Variable 

Fixed 

Fixed 
Variable 
Fixed 
Variable 
Fixed 

Variable 

Revenue 
Base Revenue at 621 customers per Adj Test Yr. 
Total cost** 

Net Operating Income - Aiter Taxes (Before Interest) 

Net Rate Base* 

RATE BASE PER GWC 
Total Customers 

Average Revenue per Customer 

Return on Rate Base 

1 of Returns 

Average Annual Return 

Unused Capacity 

Base Addition 

Depreciation Addttion 

Revised Required Operating Income 
Operating Expenses 
Taxes 
Depreciation 
Operating Revenue 

Operating Expenses (Before Taxes & interest) 
interest Expense 
Income Before Taxes 
State Tax Expense 
Pro Tax Federal Inwme 
Federal Taxes 

Az&lzuQ12131h01112/81/201212/311201312/3112014 
734,234 786.257 841,827 902,126 1,034,548 

576,464 
573.525 602,432 633,309 666,815 

160,709 183,825 208.517 235,311 

737.334 

297,215 

621 665 712 

1,182.34 1,182.34 1,182.34 

1,085,577 

7.7% 8.7% 

763 

1,182.34 

9.8% 

875 "' 7.10% 

1,182.34 

12.4% 

1,291 Total Capacity per Engineer 
578,003 Total excess capacity Rate Base remov 

26,774 Total Depreciation Removed for Exces! 

670 626 579 528 416 

cost of cap Adj. 
Encess Capaclty 
S 160,70858 
$ 266,28700 
$ 65,764 20 
S 241,47400 
S 734.23379 

S 507,76100 $ 519.04916 5 531,10697 S 544,19097 S 572,92448 
S 35,69600 0 35,696 00 S 35,69600 S 35,69600 $ 35,69600 
$ 190,776 79 231,511 63 275,023 86 322,239 24 425,927 94 
S 13,29714 S 16,13636 $ 19,16916 $ 22,46008 S 29,68718 
S 177,47965 5 215,37527 S 255,85469 S 299.77917 $ 396,24076 
S 52,46706 S 67,24636 S 83,03333 S 100,16388 $ 134,72186 

* Plant and Equipment supports 825 customers 
** Assume total cost per GWC Test Year Adjust w l  adjust for reasonable Prop tax and Wages, Fixed 1 Variable per below 

"'Required Compound Growth Rate in Customers t o  get from 621 to 872 by 2014 

Salarles and Wages 
Purchase Water 
Purchased Power 
Chemicals 
Repairs and Maintenance 
Office Supplies and Expanse 
Outslde Services 
Water Testing 
Rents 
Transportation Expenses 
Insurance -General Liability 
Insurance -Health and We 
Regulatory Commission Expense - Rate Case 
Miscellaneous Expenre 
Depreciation Expense 
Taxes Other Than inwrne 
Property Taxes 
Cost M o r e  Taxes 
Variablepixed % 

Income Taxes 
Total Expenses before Interest 

Fcdmlruer 
15% s m  u p  t o  50,000 
25% 25WO 50,001 to 75,000 
34% 25Doo 75.001 to 1W.WO 
33% 100,001 to 335.000 
34% 335,001 to 1O,OOO,WO 

7500 
6250 
8500 

91650 

w Yaciiu 
S 40,000.00 $ 40,000.00 

$ 27,642.00 

$ 7,746.00 
$ 14,855.00 
S 102,925.00 
$ 2,783.00 

$ 

$ 27,642.00 

9,669.00 9 9,669.00 

S 7,74600 

S 102,92500 
5 2,783 00 

5 14,85500 

S 40,000.00 $ 40,000.00 
$ 378.00 S 378.00 
$ 241,474.00 $ 241.474.00 
s 2,988.00 S 2,988.00 
$ 17,301.00 $ 17,301.00 
S 507,761.00 5 348,444.00 $ 159,317.00 

saw 3L4% 

$ 65,764.20 9 65,764.20 
$ 573,525.20 $ 348,444.00 $ 225,081.20 

st.tsTuRste 
6.97% 



Goodman Water Co 
ACC Projection of Actual Returns Based on Staff Adjustments 

id Rate Increase Calculated 22% 

Fixed 

Variable 

Variable 
Variable 
Variable 
Variable 

Fixed 

Fixed 
Variable 
Fixed 
Variable 
Fixed 

Variable 

I YEAR I 
1 2 3 4 5 

750,600 803,650 861.214 987,631 Revenue 
Base Revenue at 621 customers per Adj Test Yr. 
Total Cost** 559,123 587,010 616,797 649,120 719,223 

Net Operating Income ~ After Taxes (Before Interest) 141,813 163,590 186,852 212,095 

576,464 
I 

Net Rate Base’ 

Total Customers 

Average Revenue per Customer 

Return on Rate Base 

1 of Returns 

Average Annual Return 

Unused Capacity 

Base Addition 

Depreciation Addnion 

Revised Required Operating Income 
Operating Expenses 
Taxes 
Depreciation 
Operating Revenue 

Operating Expenses (Before Taxes & Interest) 
Interest Expense 
Income Before Taxes 
State Tax Expnse 
Pre Tax Federal Income 
Federal Taxes 

62 1 665 712 

1,128.72 1,128.72 1,128.72 - 9.4% 10.7% 

972.757 

763 

1,128.72 

12.24 

875 la’ 7.10% 

1,12 8.7 2 

15.4% 

1,291 Total Capacity per Engineer 
578,003 Total excess capacity Rate Base remov 
26.774 Total Depreciation Removed for Exces! 

I 
670 626 579 528 416 

CoR of Cap Adj. 

S 141,812.62 
S 266,287.W 
$ 51,362.32 

Excess Capacity 

S 241,474.00 
S 700,935.94 

S 507,76100 S 519,04916 0 531,10697 S 544,19097 S 572.92448 
S 35.69600 S 35,69600 $ 35,69600 S 35,69600 $ 35,69600 
S 157,478 94 195,854 52 236,846 62 281,327 40 379,010 69 
5 10,97628 S 13,65106 5 16,50821 $ 19,60852 S 26,41704 
S 146,50266 5 182,20346 $ 220,33841 S 261,71888 $ 352,593 64 
S 40,38604 S 54,30935 $ 69,18198 $ 85,32036 S 119,88184 

Plant and Equipment supports 825 customers 
**  Assume total cost per GWCTest Year Adjust w/ adjust for reasonable Proptax and Wages, Fixed/ Variable per below 

“Required Compound Growth Rate in Customers to get from 621 to 872 by 2014 

Salaries and Wages 
Purchase Water 
Purchased Power 
Chemicals 
Repairs and Maintenance 
Office Supplies and Expanse 
OutsMe Services 
Water Testing 
Rents 
Transportatwn Expenses 
Insurance -General Lrbility 
Insurance -Health and Life 
Regubtow Commission Expense -Rate Case 
Miscellaneous Expense 
Depfeclation Expense 
Taxes Other Than Income 
Property Taxes 
Cost before Taxes 
Variable/Fixed % 

Income Taxes 
Total Expenses before Interest 

Fsduaws 
15% 50000 Up to 50,000 
25% 25000 50.001 t o  75,000 
34% 25000 75,001 to 100.000 
39% 100,001 to 335,000 
34% 335,001 to 10,000,000 

7500 
6250 
8500 
91650 

Ew 
$ 40,000.00 S 40,000.00 

9 27,642.00 S 27,642.00 

S 7,746.00 
S 14,855.00 
5 102,925.00 
S 2,783.00 

S 7,746.00 
5 14,855.00 
$ 102,925.00 
$ 2,783.00 

$ 9,669.00 $ 9,669.00 

S 40,000.00 $ 40,000.00 
s 378.00 S 378.00 
5 241.474.00 $ 241,474.00 
$ 2,988.00 $ 2,988.00 
$ 17,301.00 $ 17,301.00 
$ 507,761.00 S 348.444.W S 159,317.00 

68.6% 31.4% 

S 51,362.32 S 51,362.32 
S 559,123.32 9 348,444.00 $ 210,679.32 

StltCTuRlte 
6.97% 

1/16/2011 



Goodman Water Co 
ACC Projection of Actual Returns Based on Staff Adjustments and 9% Average Return 

late Increase Calculated 
Xnwuie - I 

Revenue 
Base Revenue at 621 customers per Adj Test Yr. 
Total cost** 

Net Operating Income -After Taxes (Before Interest) 

Net Rate Base' 

10% 
I YEAR 1 

1 2 3 4 5 

636,188 681,264 729,414 781,661 896,400 

531,805 557,021 584,689 614,712 680,644 

--IU311201212/811201312/)112014 

576,464 

104,383 124,243 144,725 166,949 215,756 

Total Customers 

Average Revenue per Customer 

Return on Rate Base 

1 of Returns 

Average Annual Return 

Unused Capacw 

Base Addiion 

Depreciation Addiiion 

621 665 712 

1,024.46 1,024.46 1,024.46 - 7.1% 8.3% - 756,057 

670 626 579 

763 

1,024.46 

9.6% 

I 
875 '" 7.10% 

1,024.46 

12.4% 

528 416 

Revised Required Operating Income 
Operating Expenses 
Taxes 
Depreclation 
Operating Revenue 

Operating Expenses (Before Taxes & Interest) 
lnteresi Expense 
Income Before Taxes 
State Tax Expense 
Pre Tax Federal Income 
Federal Taxes 

Cost of Cap Adj. 
Exces Capacity 
$ 104,38272 
S 266,287W 
S 24,04440 
S 241,47400 
S 636,18812 

S 507,76100 S 519,04916 S 531,10697 d 544.19097 5 572,92448 
S 35,69600 S 35,69600 S 35,69600 S 35,69600 $ 35,69600 
S 92,731 12 126,519 09 162,610 78 201,774 11 287,779 85 
S 6,46336 S 8,81838 5 11,33397 S 14,06366 9 20,05826 
S 86,26776 S 117,70071 S 151,27681 $ 187,71045 S 267,72159 
$ 17,581 04 $ 29,153 28 S 42,24796 S 56,45708 $ 87,66142 

* Plant and Equipment supports 825 customers 
** Assume total cost per GWC Test Year Adjust w l  adjust for reasonable Prop tax and Wages, Fixed 1 Variable per below 

"'Required Compound Growth Rate in Customers t o  get from 621 to 872 by 2014 

Fixed 

Variable 

Variable 
Variable 
Variable 
Variable 

Fixed 

Fixed 
Variable 
Fixed 
Variable 
Fixed 

Salaries and Wages 
Purchase Water 
Purchased Power 
Chemicals 
Repairs and Maintenance 
Office Supplies and Expanse 
Outslde Services 
Water Testing 
Rents 
Transportatwn Expenses 
Insurance -General Liability 
Insurance -Health and Life 
Regubtow Commission Expense - Rate Case 
Mixellaneous Expense 
Depreclatmn Expense 
TaxesOtherThan Income 
Property Taxes 
Cost before Taxes 
VariableIFixed % 

Variable Income Taxes 
Total Expenses before interest 

E s d d u I e  
15% 50000 Up to 50,000 
25% 25000 50,001 to 75,000 
34% 25000 75,001 to 100.000 
39% 1W.001 to 335.000 
34% 335,001 to 10,000,000 

7500 
6250 
85W 

91650 

s 

s 

1.291 Total Capacity per Engineer 
578,003 Total excess capacity Rate Base remov 
26.774 Total Depreciation Removed for Exces! 

w Yafh.Me 
40,OW.OO S 40,000.00 

27,642.00 

S 7,746.00 
S 14,855.00 
$ 102,925.00 
S 2,783.W 

s 9,669.00 $ 9,669.00 

S 27,642.00 

5 7,746.00 
S 14,855.00 
S 102,925.00 
S 2,783.00 

S 40,OW.W S 40.0W.00 
s 378.00 $ 378.00 
$ 241,474.00 S 241,474.00 
S 2,988.W $ 2,988.W 
$ 17,301.00 S 17,301.00 
S 507,761.00 S 348,444.00 $ 159,317.00 

68.6% 31.4% 

$ 24,044.40 5 24,04440 
$ 531,805.40 S 348,444.00 S 183,361.40 

sawaLBm 
6.97% 

4/16/2011 



Goodman Water Co 
RUCCO Projection of Actual Returns Based on RUCCO Adjustments and 7.85% cost of Capital 
Required Rate Increase Calculated -6% 
shedule - 1 YEAR I I 

1 2 3 4 5 

12/311201012/31/201112/31120121u3112o1312/31/2014 
Revenue 544,111 582,663 623,844 668,529 766,662 
Base Revenue at 621 customers per Ad] Test Yr. 
Total Cost'. 408,357 431,230 455,663 482,175 540,397 

Net Operating income -After Taxes (Before Interest) 135,754 I91 A 9 3  168,181 186,355 226,266 

576,464 

Fixed 

Variable 

Variable 
Variable 
Variable 
Variable 

Fixed 

Fixed 
Variable 
Fixed 
Variable 
Fixed 

Variable 

Net Rate Base' 

Total Customers 

Average Revenue per Customei 

Return on Rate Bare 

1 of Returns 

Average Annual Return 

Unused Capacity 

Base Addition 

Depreciation Addition 

Revised Required Operating lnwme 
Operating Expenses 
Taxer 
Depreciation 
Operating Revenue 

Operating Expenses (Before Taxes & Interest) 
interest Expense 
Income Before Taxes 
State Tax Expense 
Pre Tax Federal Income 
Federal Taxes 

621 665 712 

876.19 - 
867.988 

876.19 876.19 

8.8% 9.7% 

763 

876.19 

10.8% 

875 '" 7.10% 

876.19 

13.1% 

1,291 Total CapacIty per Engineer 
578,003 Total excess capacity Rate Base remov 

26,774 Total Depreciation Removed for Excer' 

I 
670 626 579 528 416 

Cost of Cap Adj. 

$ 135,753.52 
$ 237,105.W 
$ 41,651.47 

Excess Capacly 

$ 129,601.00 
$ 544,110.99 

$ 366,70600 $ 377,62870 $ 389,29613 $ 401,95653 $ 429,75976 
$ 42.37800 $ 42,37800 S 42,37800 $ 42,37800 $ 42,37800 
S 135,026 99 162,656 43 192,169 71 224,194 75 294,524 26 
$ 9,41138 $ 11,33715 $ 13,39423 $ 15,62637 $ 20,52834 
$ 125,61561 $ 151,31928 $ 178.77548 S 208,56838 $ 273,99592 
S 32,24009 $ 42.26452 S 52,97244 5 64,59167 $ 90.10841 

Plant and Equipment supports 825 customers 
**  Assume total cost per GWC Test Year Adjust w/ adjust for reasonable Prop tax and Wages, Fixed 1 Variable per below 

@'Required Compound Growth Rate in Customers to get from 621 t o  872 by 2014 

Salaries and Wages 
Purchase Water 
Purchased Power 
Chemicals 
Repairs and Maintenance 
OffKe Supplies and Expanse 
Outside Services 
Water Testing 
Rents 
Transportation Expenses 
Insurance - General bability 
insurance - Heaith and Life 
Regulatory Commission Expense - Rate Case 
Miscellaneous Expense 
Depreciation Expense 
Taxer Other Than lnwme 
Property Taxes 
Cost before Taxes 
Varlable/Fxed % 

lnwme Taxes 
Total Expenses before Interest 

.muamaa 
15% 50000 up to 50.000 
25% 25000 50.001 to 75,000 
34% 250W 75,001 to 100.000 
39% 100,001 to 335,000 
34% 335,001 to 10,000,000 

7500 
6250 
8500 

91650 

w Yachllk 
35,014.00 $ 35,014.00 

27,066.00 $ 27,066.00 

$ 7,746.00 
S 14,855.00 

$ 1,215.00 
s 100,284.00 

9,669.00 S 9.669.00 

$ 7,746.W 
$ 14,855.00 

$ 1,215.00 
$ 100,284.00 

$ 20,000.00 $ 20,000.00 
5 378.00 $ 378.00 
$ 129,601.00 $ 129,601.00 
S 2,615.W $ 2,615.00 
$ 18,263.00 $ 18,263.00 
$ 366,706.W $ 212,547.00 $ 154.159.00 

58.0% 42.0% 

$ 41,651.47 $ 41,651.47 
$ 408,357.47 $ 212,547.W $ 195,810.47 

mloL0ak 
6.97% 



Goodman Water Co 
RUCCO Projection of Actual Returns Based on Average 7.85% Return 

ired Rate increase Calculated 
medule  - K 

Revenue 
Bass Rwenue at 621 customers per Adj Test Vr. 
Total Cost" 

Net Operating Income -After Taxes (Before Interest) 

Net Rate Base' 

Total Customers 

Average Revenue per Customer 

Return on Rate Base 

I of Returns 

Average Annual Return 

Unused Capacity 

Base Addition 

Depreciation Addti in 

Revised Required Operating income 
Operating Expenses 
Taxes 
Depreciation 
Operating Revenue 

Operating Expenses (Before Taxes & Interest) 
Interest Expense 
Income Before Taxes 
State Tax Expense 
Pre Tax Federal lnwme 
Federal Taxes 

I YEAR I 
1 2 3 4 5 

487,650 522,201 559,109 599,157 687,107 
12131/2010121311201112/31R01212/31/201312/31/2014 

576,464 
385.454 405,326 427,664 452,170 505.988 

102,195 116,875 131,445 146,987 181,119 

621 

785.26 

665 712 

785.26 785.26 

6.8% 7.6% 

763 

785.26 

8.5% 

875 la' 7.10% 

785.26 

10.5% 

1,291 Total Capacity per Engineer 
578,003 Total excess capacity Rate Base removed 
26,774 Total Depreciation Removed for Excess C 

678,622 

626 579 528 416 

Con of Cap Adj. 
Excess Capacity: 
$ 102,195.13 
$ 237,105.00 
9 18,748.39 
S 129,601.00 
5 487,64952 

366,706.00 S 377,628.70 $ 389.296.13 S 401.95653 5 429.759.76 
$ 42,378.00 5 42,378.00 $ 42,378.00 S 42,378.00 $ 42,378.00 
$ 78,565.52 102,194d8 127,434.50 154,822.61 214,969.05 
S 5,476.02 $ 7,122.96 S 8,882.18 S 10,791.14 S 14,983.34 
9 73,089.51 S 95,071.53 $ 118,552.32 144,031.48 S 199,985.71 
S 13,272.38 S 20,574.32 S 29,485.40 5 39,422.28 $ 61,244.43 

Fixed 

Variable 

Variable 
Variable 
Variable 
Variable 

Fixed 

Fixed 
Variable 
Fixed 
Variable 
Fixed 

Plant and Equipment supports 825 customers 
**  Assume total cost per GWC Test Year Adjust WJ adjust for reasonable Prop tax and Wages, Fixed 1 Variable per below 

("Required Compound Growth Rate in Customers to get from 621 to 872 by 2014 

Variable 

Salaries and Wages 
Purchase Water 
Purchased Power 
Chemicals 
Repairs and Maintenance 
Office Supplies and Expanse 
Outside Services 
Water Testing 
Rents 
Transportation Expenses 
Insurance -General Liability 
Insurance ~ Health and Life 
Regulatory Commission Expense -Rate Case 
Miscellaneous Expense 
Depreciation Expense 
TaxesOther Than lnwme 
Property Taxes 
Cost before Taxes 
VariableJFixed % 

income Taxes 
Total Expenses before Interest 

f&cmuaw 
15% 50000 up to 50.000 
25% 25000 50.001 to 75.000 
34% 25000 75,001 to 100.000 
39% 100,001 to 335.000 
34% 335,001 to 10,000,000 

SatmLBm 
6.97% 

7500 
6250 
8500 
91650 

Elaerl YatWle 
$ 35,014.00 5 35,014.00 

$ 27,066.00 $ 27,066.00 

5 7,746.00 
$ 14,855.00 

$ 1,215.00 
s 100,284.00 

$ 7,746.00 
$ 14,855.00 
S 100,284.00 
S 1,215.00 

9.669.00 $ 9.669.00 

$ 20,000.00 s 20,0w.00 
s 378.00 $ 378.00 
S 129,M)l.OO $ 129,601.00 
s 2,615.00 $ 2,615.00 
S 18,263.00 S 18,263.00 
$ 366,706.00 S 212,547.00 $ 154.159.00 

58.0% 42.0% 

$ 18,748.39 $ 18,748.39 
$ 385.454.39 $ 212,547.00 $ 172,907.39 
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. 
REVENUES 16 

The amount and detail of needed data vary, depending on the local situation. 
The most accurate projections result from separately summarizing and analyzing 
billing data for each customer claesi8cation. For metered mounts, the utility may 
need to compile the number of bills Fendered by customer class and meter size, and 
the water d e s  by rate block. This compilation usually includes adjustments for 
credits, additional billings, partial bills, hnal bills, and changes in the number of 

analyze a bill, the utility must have billings for 365 days. 
Flat-rata revenues and fireservice revenues can be annualized by establishing 

the average number of billing units for each rate level during the historical base year. 
Growth projections can be added if applicable. 

In many situations, particularly for smaller utilities, detailed billing data are 
not available. In such cases, the utility must estimate a satisfactory basis for 
projection of anticipated revenues. 

Projection Considerations 
Reasanable projemions of each revenue category listed in Table 2-1 must be 
consided and made as appropriate. As pviously noted, it is 0th neeesaary to 
normalize or a w t  hietorical data to reflect abnormal conditions that may have 
caused unusual variations. Some of the most common areas for adjustment are 
discussed below. For a more detailed discussion of tevenue forecasting methodologies 
and issues, the reader should consult the publication Foreeosting Urban Water 
Demand (AWWA 1996) or other texts on this subject. 

Gmwthinnumberofcllrrtomers. Growth in the number of customers 
served can be projected by recognizing historical growth patterns, growth restric- 
tions, and ehangea in economic conditions, and by being aware of proposed 
developments in the service area. Historical customer daas average water use and/or 
revenues per customer normally are adequate to project revenues in growth 

uee customers. 
The number of customers served a t  any particular point in time, such as 

historical year end, needs to be annualized so that projections ultimately can reflect 
a full year's service. Often the trend in average of beginning and end of year number 
of customers of record provides a satisfactory method of projection. A factor that 
would require adjustments includes the effects of past annexation of new customers, 
an occurrence not likely to be repeated with regularity. Another factor that would 
necessitate an adjustment would be the effects of a major area-wide economic 
downturn or upturn that is not typical of a long-tmm trend. 

Non-recurring d w .  Sales not expected to continue in the future should be 
eliminated from projections, This would include a large water user going off the 
system, abnormally high sales caused by an incorrect meter reading if not credited 
during the base year, leakage of customers' plumb- and temporary purchases. 
Sufficient data must be accumulated to calculate the volume of non-recurring sales 
and appmpriate adjustment made to revenue projections. 


